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The aim of this paper is to examine how organisational risk culture and good risk 
management practices contribute to the sustainable business. Sustaining business 
requires a strong foundational of risk culture to address all types of risks. Having a 
sound risk culture is vital as it influences the way organisations respond to risks and 
hazards. A poor risk culture and weak risk management practices have triggered many 
business collapsed and lost with huge amounts. Drawing on the post-modern portfolio 
theory and stakeholder theory, the model in this study is empirically validated by 
means of the partial least squares approach to structural equation modelling (PLS-
SEM) based on survey data from environmentally sensitive companies in Malaysia. 
Based on the analysis, the study revealed that risk culture moderates the relationship 
between the role of leadership and risk resilience of sustainability risk management 
(SRM) implementation and company survival. This result extend previous research by 
not only highlighting the importance of risk culture in driving effective SRM practices 
but also indicating the significance of risk resilience and leadership in sustaining the 
business.   
 
Contribution/Originality: This study provides fresh insights on the importance of risk culture in driving 
successful SRM practices. It also sheds some light on the importance of leadership and risk resilience for risk 
culture in the company to be changed. 
 
1. INTRODUCTION 
The COVID-19 pandemic of 2020 revealed the major weaknesses in the existing guidelines of risk management 
whereby most organisations had not fully prepared to handle the unknown risks. Undoubtedly, a poor risk culture 
and lack of pre-emptive measures has resulted to weak risk management function which finally brought to terrible 
situations and tremendous losses to the businesses due to this pandemic. Risk culture is one of the most significant 
challenges faced by nearly every company from diverse industries. Sustainability risk management (SRM) is an 
approach that provides a medium of precaution in an organisation, and opportunities for accelerating business 
growth and company survival. Having a strong risk culture is vital to effective SRM implementation, as it 
influences the way an organisation makes sense of risks and hazards.  
Organizational risk culture is recognised as the most important critical factor for effective risk management 
practices and strongly influenced by leadership factors (Manab, Kassim, & Hussin, 2010). According to Farrell and 
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Hoon (2012) the function and effectiveness of other factors such as commitment of top management, 
communication, and ethical conduct also depend on strong organisational culture. Indeed, poor risk culture was the 
reason of many bank collapses with billions of USD dollars of losses, especially during the financial crises (Abu & 
Al-Ajmi, 2012). This is due to a weak organizational risk culture at both levels, at top management as well as at 
employees‟ levels (Cooper, Speh, & Downey, 2011). This will effect the company performance and its long term 
survival. However, a survey by QBE European Operation in 2015 reported that only 30 percent of the decision-
makers indicated that a positive risk management culture is promoted within their business.  
Risk culture is a key indicator for a sustainable organisations. It highly depends on the ability of every staff to 
provide a consistent risk information to be shared and openly discussed across the organisation  in order to achive 
company survival (Deloitte, 2013). Yet, empirical studies related to risk culture and SRM implementation and their 
impacts on company survival are limited. In response, the aim of this paper is to evaluate the moderating effect of 
risk culture on the relationship between SRM critical factors namely corporate governance compliance, leadership 
and risk resilience and company survival. In particular, a research question is proposed to address the above 
research aim: Does the risk culture moderate the relationship between the SRM critical factors (risk resilience, 
corporate governance compliance and leadership) and company survival?  
 
2. LITERATURE REVIEW 
Institute of International Finance (IIF) (2009) defined risk culture as “the norms and traditions of behaviour of 
individuals and of groups within an organization that determine the way in which they identify, understand, discuss 
and act on the risks the organization confronts and the risks it takes”. This definition highlighted the thought of 
organisational culture as it reflects the way people perceive risks, attitudes and handle the risks to achieve the 
company objectives (Ashby, Power, & Palermo, 2013).  
A strong risk culture depends on the capability of risk managers to have a mutual understanding of the 
organisational risk appetite, strengthening the vibrant governance structures, and merging with the „three lines of 
defence‟ which interact with the business unit; thus, independent risk management functions as well as an internal 
audit (KPMG International, 2009). The three lines of defence cascade risks from top down and bottom up, where it 
defines the relations among the business operating units (the first line) and other divisions that provide risk 
oversight and infrastructure (the second line), and internal auditors which provide independent assurance (third 
line) (Anderson & Eubanks, 2015). Prior studies have shown that company decisions and activities are influenced to 
a significant degree by long-standing beliefs and norms that businesses have in their ethical responsibility to society 
(Chen, Newburry, & Park, 2009).  
Corporate governance compliance, leadership and risk resilience play a pivotal role in determining the success 
of SRM implementation and affect the company survival. Effective compliance of corporate governance is an 
essential element for businesses, making it important to have management scrutiny to learn from past 
environmental scandals and corporate catastrophes which lead to major losses. Tanjung (2020) discovered that 
there is a strong connection between corporate governance compliance and company performance. Her study 
indicated that a company with a strong governance able to incorporate ethical values in the decision-making for its 
survival. Additionally, Kpodo and Agyekum (2015) confirmed that leadership is a driver of transformation in 
organisation to develop a strong risk culture. Assuredly, senior management play a critical role as they formed a 
strong tone to influence the employee‟s attitude towards managing risk in an organisation. Leadership refers to the 
ethical role and leadership commitment of the senior management to shape the behaviour of the employees towards 
risks (Banks, 2012). Similarly, to develop a strong risk culture also require a paradigm shift of an organisation 
through risk resilience (PricewaterhouseCoopers, 2013). In this context, resilience refers to the capability of the 
organisation and its employees to adapt with changes and challenges of any uncertainties in the future (Linkov, 
Trump, & Fox-Lent, 2016). Thus, risk resilience is considered as a key to the effective SRM practices. 
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Empirical studies related to the relationship between risk culture and SRM implementation is scant. Though, 
risk culture has also been part of several empirical ERM studies. For example, Richter (2014) studied the change of 
risk culture in 30 top financial companies in Germany between 2008 and 2011 found a clear trend towards the 
implementation of a sounder risk culture over the timeframe of four years in the financial market in Germany. This 
shows that risk culture has greatly improved year by year following the global financial crisis that impacted them. 
Likewise, Kimbrough and Componation (2009) opined that organisational culture is an essential component to 
support of effective ERM practice. A study by Manab, Othman, and Kassim (2012) on public listed companies in 
Malaysia also found that organisational culture has a critical effect on ERM effectiveness to enhance their 
shareholder value. According to Pan, Siegel, and Wang (2017) companies‟ risk-taking policies are significantly 
related to risk culture. Also, Coluccia, Fontana, Graziano, Rossi, and Solimene (2017) discovered that risk culture 
has a major impact to reducing a company‟s volatility and is considered as an important risk governance tool.  
In today‟s global business environment, most of the risks that are currently faced by any organisation, involved 
reputational damages which arose from the stakeholders' dissatisfaction (Nigam & Ramos, 2011). For instance, the 
reputation of British Petroleum (2010 oil spill) and The Tokyo Electric Power Company (2011 Fukushima Daiichi, 
the largest nuclear power plant accident) had been badly tarnished due to irresponsible practices and failure of both 
organisations to sufficiently anticipate the risks of extreme natural hazards. According to Ortiz-de-Mandojana and 
Bansal (2016) companies that manifest environmental and social responsibilities have the ability to cope positively 
with unpredictable situations and have better chances of survival in the long run. A strong risk culture assists a 
company to proactively manage specific risks to the business affecting stakeholders (Gorzen-Mitka, 2018). The 
overwhelming focus on risk culture gives value and reputation enhancement (Deloitte, 2013). Hence, cultivating 
risk culture clearly assists in meeting stakeholder expectations to ensure company survival. 
 
3. THEORETICAL FRAMEWORK AND HYPOTHESES DEVELOPMENT 
Studies on sustainability and risk management have provided evidence for its significant impact on company 
survival (Schulte & Hallstedt, 2018). The theoretical model employed in this research is based on the post-modern 
portfolio (PMP) and stakeholder theories. The PMP theory pioneered by Rom and Ferguson (1993) and the 
stakeholder theory by Freeman (1984) were used to explain the SRM approach in managing emerging risks for 
company survival. 
Over the years, investors are increasingly aware of the importance of sustainability (environmental, social and 
financial) in their investment decision making due to the growing crises (Lydenberg, 2016). Few researchers have 
recommended the alteration of MPT with more realistic assumptions to adapt to the systemic crises and disastrous 
events (Curtis, 2004; Lydenberg, 2016). The PMP theory is better suited to explain the investment decision process 
in the true world and was established to answer the limitation in the MPT (Sumnicht, 2008). He further argued that 
PMPT take into account the behavioural aspects of the investment decision compared to MPT. PMPT is an 
extension of modern portfolio theory (MPT) that focused on downside risk and asymmetrical return distributions 
(Rom & Ferguson, 1994). PMPT accommodates both upside and downside volatility (Todoni, 2015). Besides that, 
PMPT can help an investor to achieve optimal investment result through a better measurement of risks in the 
portfolio level management and meet future return through long investment horizons (Cooper, Evnine, Finkelman, 
Huntington, & Lynch, 2016). Further, PMPT considers investment risk to be tangled with an investor‟s specific 
goal in which the outcomes do not signify economic risk entirely (Reilly & Brown, 1997).  
A number of studies have started to bridge the gap between traditional investment practices and sustainability 
imperatives (Cerin & Scholtens, 2011; Choi, 2016; Peylo, 2012). Orlitzky, Schmidt, and Rynes (2003) for instance, 
found that there is a positive effect between sustainability undertakings and company performance. Furthermore, 
the findings by Guenster, Bauer, Derwall, and Koedijk (2011) showed that the company‟s valuation enhances over 
time with the integration of environmental factors in the investment portfolio. Similarly, Mǎnescu (2011) revealed 
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that a company could reduce its cost of capital by investing in the environmental and social concerns.  In this 
regards, SRM provides the sustainable management of a portfolio of risks which includes the behavioural aspects of 
the investor‟s decision-making. It is a strategy that helps a company to benefit from more risk reduction gained in 
addressing the environmental and social factors (Spedding & Rose, 2008).  
Stakeholder theory is one of the main theories that are used in numerous sustainability research (Frynas & 
Yamahaki, 2016; Montiel & Delgado-Ceballos, 2014). Stakeholder theory draws upon the leveraging of interest of 
the stakeholders in the business decisions through a matter of common sense and good business practices. The 
objective of stakeholder theory is to create value to all stakeholders to ensure the continued success and survival 
(Freeman, 2010). Stakeholder is referred to an individual or group that can either affect or be affected by 
organisation‟s activities and decision making (Freeman, 1984).  
Stakeholder theory is commonly used by many researchers to investigate how stakeholders affect the business 
operation (e.g., (Agle, Mitchell, & Sonnenfeld, 1999; Jawahar & McLaughlin, 2001; Sangle & Ram Babu, 2007; 
Wallis, 2006)). It explains how a company improves business relations with the stakeholders (Lozano, 2011). A 
company‟s value depends on its efforts to satisfy the needs of both stakeholders and shareholders (Lankoski, Smith, 
& Van Wassenhove, 2016). According to Jensen (2002) shareholder value maximisation is not the only company‟s 
objectives because a company has a wider social role to the stakeholders. A company can achieve long-term value 
when it is able to satisfy the needs of the stakeholders. Therefore, securing a stakeholder value as well as protecting 
the environment helps an organisation to increase its financial worth. This way of thinking has led businesses to 
focus on long-term value maximisation (Hörisch, Freeman, & Schaltegger, 2014). 
Likewise, Lim and Wang (2007) were in viewed that a risk management process that includes the stakeholder 
judgement help to reduce a company's systematic risks through financial hedging and boosting the investments 
outcomes. Whilst, Ahn (2015) stressed the importance of sustainability in relation to the stakeholder theory to have 
a strategic focus on environmental, social, and economic issues. As such, a company can maintain a good 
relationship with the stakeholders while addressing the sustainability risk. In most instances, company should take 
on responsibility in reducing the damaging effects of its business operation on the environment while maintaining a 
good relationships with the stakeholders (Slack, 2012). Certainly, the ability to maintain a good relationship with 
the stakeholders through good business practices would assist companies to be sustainable due to most of the risks 
are initiated by inconsistency between the stakeholders and the company‟s objectives (Purdy & Lark, 2012). 
Specifically, the model proposed in this study is presented in Figure 1 below with the research hypotheses are 
organised into four groups.  
 
 
Figure-1. Theoretical framework. 
 
Based on the theoretical argument presented, the study delineated the following hypotheses: 
H1: Corporate governance compliance has a positive impact on company survival. 
H2: Leadership has a positive impact on company survival. 
H3: Risk resilience has a positive impact on company survival.  
H4: Risk culture has a positive impact on company survival. 
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H5a. The relationship between corporate governance compliance and company survival is positively moderated by risk 
culture.  
H5b. The relationship between leadership and company survival is positively moderated by risk culture.  
H5c. The relationship between risk resilience and company survival is positively moderated by risk culture.  
 
4. METHODOLOGY 
The data collected through questionnaire were using a stratified random sample of environmental sensitive 
companies in Malaysia. Environmentally sensitive companies were selected as a sample for this study due to the 
increasing pollution and wastes of their business operations to the natural environment (Bakar, Abdullah, Ibrahim, 
& Jali, 2017). Although, the environmental sensitive companies sector are the major contributor to the growth 
domestic products (GDP), these sectors are also considered as one of the main contributors to ecological problems 
(Mokthsim & Salleh, 2014; Sakundarini & Ghazila, 2018). The questionnaires were responded by the managers of 
the risk management and internal audit division. Out of 105 distributed questionnaires, 53 companies responded to 
the questionnaire, yielding a 50.5 per cent response rate for study. The study used partial least squares structural 
equation modelling (PLS-SEM) to analyse the research data using the SmartPLS 3.0. The PLS consists of two 
models which are measurement model that examines the relationship between latent variables and associated 
manifest variables and structural model that examines the relationships between latent variables (Chin, 1998). 
 
5. RESULTS AND DISCUSSION 
5.1. Assessment of Measurement Model 
Table 1 shows the factor loadings: composite reliability (CR) and average variance extracted (AVE) to assess 
convergence validity. The loadings for all the constructs are in a satisfactory range above the recommended 
threshold of 0.6 as suggested by (Chin, 1998). The Cronbach‟s alpha and CR indices of all the constructs are above 
the threshold of 0.7 (Hair, Black, Babin, & Anderson, 2009). Additionally, the average variance extracted (AVE) 
values of the constructs range between 0.648 and 0.744, exceeding the recommended value of 0.5 (Hair, Black, 
Babin, & Anderson, 2010). Hence, the study confirm the convergent validity and reliability of the measurement 
model.  
 
5.2. Assessment of Structural Model  
Prior to assessing the structural model, a bootstrapping technique was utilized to predict the significant of path 
coefficients. This study performed a non-parametric bootstrapping procedure with evaluated 5000 bootstrap 
samples as suggested by Henseler, Hubona, and Ray (2016). The results are presented in Table 2 and shows that 
the relationship between corporate governance compliance is significant (β=0.424; t=2.038) for company survival. 
Similarly, the relationship between leadership and company survival is significant (β=0.271; t=1.945). As such, the 
results provided evidence to support the hypotheses H1 and H2. However, the relationship between risk resilience 
and company survival is not significant (β=0.275; t=1.607), hence the hypothesis (H3) is not supported. 
The study used the product-indicator approach (Henseler & Fassott, 2010) to test the moderating effect of risk 
culture, and mean-centred the predictor and the moderator variables to reduce multi-collinearity (Cohen, 1988). 
The results of the moderation test revealed a positive interaction between leadership and company survival; as such, 
H5b is supported. Similarly, the results also found a positive interaction between risk resilience and company 
survival; as such, H5c is supported. However, the interaction term between corporate governance compliance and 
risk culture is not significant; hence the hypothesis (H5a) is not supported. 
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Table-1. Internal consistency and convergent validity. 
Constructs Items Loadings AVE CR Validity 
Company Survival (Cs) Fs1 0.814 0.744 0.963 Yes 
 FS2 0.861    
 FS3 0.89    
 FS4 0.878    
 FS5 0.871    
 FS6 0.818    
CG Compliance (COMP) COMP1 0.83 0.648 0.928 YES 
 COMP2 0.702    
 COMP4 0.829    




  COMP7 0.817   
 COMP8 0.801    




  LEAD5 0.905   
 LEAD6 0.831    
 LEAD7 0.848    
Risk Culture (RC) RC3 0.799 0.671 0.924 YES 
 
RC4 0.83 
   
 
RC5 0.802 
   Risk Resilience (RR) RR1 0.827 0.733 0.943 YES 
 
RR2 0.905 
   
 
RR3 0.862 
   
 
RR4 0.764 
   
 
RR5 0.787 
   
 
RR6 0.759 
   
 










 Main Path       
H1 
CG compliance -> Company 
Survival 
0.316 0.215 2.038 0.042 Supported 
H2 
Leadership -> Company 
Survival 
0.702 0.244 1.945 0.052 Supported 
H3 
Risk resilience -> Company 
Survival 




Risk culture -> Company 
Survival 
-0.401 0.146 2.755 0.006 Supported 
 Moderating Effect      
H5a 
CG compliance*risk culture -> 
Company Survival 




Leadership*risk culture -> 
Company Survival 
-0.694 0.393 1.766 0.078 Supported 
H5c 
Risk resilience*risk culture -> 
Company Survival 
1.321 0.697 1.896 0.059 Supported 
  Note: t-value>1.96 (p<0.05)*; t-value>2.58(p<0.01**). 
 
The results show that risk culture significantly moderates the relationship between leadership, risk resilience 
and company survival. More specifically, organisations with effective SRM implementation tend to integrate a 
strong risk culture. This finding indicates that risk culture is recognised as a key component of effective risk 
management whereby company has greater ability to proactively manage wide-ranging of risks. Risk culture is the 
backbone of risk management programme and becomes the responsibility of the top management to promote 
healthy risk culture across the organisation.  In this regard, Gandz and Seijts (2013) emphasised the important of 
effective tone-at-the-top and risk communication as key elements vital for a strong risk culture. The growing 
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concern of a significant impact of risk culture on risk management implementation is also indicated in a study by 
Selamat and Ibrahim (2018). Their study also found that risk culture played the moderating role in the relationship 
between risk management committees and ERM implementation. 
 
6. CONCLUSION 
This study aims to examine the moderating impacts of risk culture on the relationship between sustainability 
risk management (SRM) critical factors, namely corporate governance compliance, leadership, risk resilience and 
company survival. The study draws on the post-modern portfolio theory and stakeholder theory, to support the 
arguments underlying the research phenomenon. The results revealed that risk culture moderates the positive 
relationship between SRM critical factors (leadership and risk resilience) and company survival. The study shows 
that a strong risk culture that embeds risk management in daily business operations is important for company 
survival. Building a risk culture is not an easy task without support from the boards and commitment by the 
employees at all levels. Companies need to continue to create a sound risk culture within the organisation because it 
is a continuous process and integral elements of effective risk management practices underpin the company survival. 
Therefore, risk culture needs to be developed early as the risk management programme starts to circumvent its 
implementation turns compliance-oriented and risk identification remained lacking. Definitely, it takes time for an 
organisation to strengthen risk culture. A continuous risk management workshops and risk literacy programme is 
crucial to enhance understanding of our employees at all levels in managing a wide-ranging risks to our employees. 
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